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I believe that free societies h~ve ansen and 
persisted only because economic freedom is so 
much more productive economically than other 
methods of controlling economic activity. 
(Milton Friedman, Foreword in 
Gwartney et aI., 1996). 
One of the most enduring questions in economics is what causes 
ies to grow. The full title of Adam Smiths An Inquiry into the 
and Causes of the Wealth of Nations,. published in 1776, clearly 
that the causes of prosperity were Smiths primary concern. He con­
that free markets, the protection of private property rights, and a 
government presence in the. economy lead to prosperity. In other 
economic freedom leads to economy growth. A few decades later, 
II. Ricardo advocated the lowering of tariffs to promote free trade as a 
to prosperity, supporting his arguments with his famous book, Prin­
of Political Economy, first published in 1817. Ricardo is perhaps 
known for showing how everyone ends up better off when people 
. alize in the activities in which they have a comparative advantage 
trade with others. The arguments of Smith, Ricardo and others 
a reduction in government intervention in Britan and elsewhere, . 
ng to a freer world economy and making the nineteenth century an . 
of unprecedented economic growth. By focusing on the environment 
!!y.",......,·ve .to economic growth, the Smithian view pays less attention to 
U~""~. However, Smith also recognized that the invisible hand of the mar­
if allowed to work within an environment of economic freedom, will 
an effective job of allocating resources. Public policy need not be con­
with the production of capit~l, the incorporation of technology, or 
development of a skilled labour force if that conducive environment is 
. The economy will attract investment and provide the incentive 
for workers to obtain marketable skills and for the adoption of more 
....."........ technology.. If growth policy focuses on producing an envi­
of economic freedom, growth will follow. 
141 
00 
Economic freedom is complex and multidimensional, but it can be 
measured: 
- Individal choice 
- Freedom to trade, domestically and abroad 
- Freedom to enter and compete in markets. 
- Security ofProprety/Rule of Law. 
Using these four cornerstones as a compass, the Economic Free­
dom of the World (EFW) is designed to measure the consistency of a na­
tions institutions and policies with economic freedom.' In order to achieve 
a high EFW rating, a country must provide secure protection of privately 
owned property, even handed enforcement of contract, and a stable 
monetary environment. It also must keep taxes low, refrain from creating 
barriers to both domestic and international trade, and rely more fully on 
markets rather than the political process to allocate good and resources. 
The economic freedom index has been used and citied in over 200 aca­
demic articles to study: in~ome and growth, income distribution/ poverty, 
productivity, happiness, employment/unemployment, stock returns, hous­
ing price risk, biodiv,ersity loss, corruption and ·governance, political free­
dom/civil liberties/democracy. The index measures the degree of eco­
nomic freedom present in five major areas: size of Government: Expendi­
tures, Taxes and Enterprises; Legal structure and Security of Proprety 
rights;access to sound money; freedom to trade internationally;regulation 
ofcredit, labor and business. 
Individuals have economic freedom when property they acquire 
without the lHie of force, fraud, or theft is protected from physical inva­
sions by others and they are free to use, exchange, or give their property as 
long as their actions do not violate the identical rights of others. An index 
of economic freedom should measure the extent towhich rightly acquired 
property is protected and individuals are engaged in voluntary transac­
tl0ns2• Individual freedom means the right to pursue economic activities 0 
,free from arbitrary control and interference by the state and other indi­
o 0viduats. Collective freedom' refers to the extent to which the economic 
system that controls choice reflect the expressed prefere'nces of the major­
, ity ofthedtinzery rather than those ofaruljng few. 
I There are,lO facto~ th~t are'u~ to measure ~veraU economic freedoms: busi­
, ness freedom, trade freedom, fical freedom, government size, monetary freedom, invest­
ment freedom" financial freedom,property rightS~' freedom from corruptio~ labor free­
dom. 
2 James -Gwartney and Robert L-awsonet 'a1. Economic 'Fr~omof the World: 
1996 Annual Report ' 
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It is especially important to understand what is meant by economic 
as compared to political freedom, and what can be expected from 
While democracy is valuable in its own right, the evidence suggests 
democracy by itself makes no contribution to prosperity. Economic 
Mfi'PBaorn"produces economic growth; political freedom does not. 
People often use "democracy" and "economic freedom"in incor­
'0-,:....,... ways. Sometimes their incorrect usage may reflect misunderstanding 
in other cases, it is almost certainly a deliberate effort to confuse. 
."	Ec~nomic freedom and political democracy are not the same thing. In fact, 
they are substantiall~ different. . . . . 
".. Democracy IS present when all adult cItizen are free to particIpate 
-...:ih the political process (vote, lobby, and choose among candidates), and 
":~hen political outcomes are determined by voting in fair and open elec­
'··fions. Economic freedom is about the freedom of individuals to decide 
.how they will develop and use their productive abilities, exchange good 
"" services with others, compete in markets, and keep the fruits of their 
"labor. 
A country can be democratic and still severely restrict the eco­
nomic freedom of its citizens. The experiences of India and Israel during 
the period from 1960 to 1990 illustrate this point. Correspondingly, it is 
also possible for a country with very little democracy to have a substantial 
"degree of economic freedom nonetheless. Hong Kong during the last sev­
.eral decades provides an example. 
The evidence shows that economic freedom leads to economic 
growth even ·where countries have limited political freedom. Tpe reverse 
" " is not true: political freedom, without economic freedom, does not bring 
. growth. Therefore, it is vitally important that emerging democracies en­
courage free markets,· protect property rights, provide a stable currency, 
and minimize the government's ·role in the ec·onomy. There is also evi­
"." dence that nations with higher incomes tend to be more democratic and 
more protective of civil liberties and political freedoms. Thus, indirectly, 
economic freedom leads to political freedom. 
Casual (but persuasive) evidence relating economic freedom and 
economic growth abounds. After World War II, Korea was divided: South 
Korea fostered a market-oriented economy, while North Korea maintained 
a centrally planned economy. As this is being written, many citizens of 
North Korea are starving because their economy is failing, while South 
Korea has one of the fastest-growing economies in the world. Similarly, 
after World War II, Germany was divided into East and West Germany, 
and again the one with the market economy prospered while the one with 
the centrally planned economy fell behind. Less than a decade ago, East 
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and West Gennany were central players in the cold war that threatened t 
erupt into "Yorld War III. ~ast Gennany eventually.surrendered to We () 
Gennany wIthout a shot be10g fired. hecause people 10 the East WatH'd ~l 
have the advantages offered by West Germany's ecunomic system. e tn 
In light of their recent prosperity, it is easy to forget that 11 '1(' 
, IOn" 
like Taiwan, South Korea, Hong Kong, and Singapore were pOor onl ' :~ 
few decades ago. Nations that shunned the market system in favour) ';. 
central ~conomic pla~lnjng, I ike the Soviet Union, Chi~a,. and India, h~)d 
economIes that langUIshed. Now that those formerly SOCIalIst countrl'es ' 
, are 
moving toward economic freedom, their economies have started to o-ro\ 
t:> v. 
The casual evidence is so clear that there is now a worldwide movement 
toward more economic freedom. Yet, as compelling as this casual evi­
dence is, it still leaves open the question of what, exactly, the components 
of economic freedom are, and how much effect they have on economic 
. growth. 
The 'Index of Economic Freedom' published by The Heritage 
Foundation and the Wall Street Journal, defines economic freedom as "the 
absence of government coercion or constraint 'on the production, distribu­
tion or consumption of goods and services beyond the cxtent necessary for 
Citizens to protect and maintain liberty". The Heritage Foundation aims to 
construct a systematic, empirical measure of economic freedom according 
to this definition. 
Using the 2008 Index of Economic Freedom methodology world 
economic freedom has increased 2.6 points since 1995. Members of the 
World Bank Group also use Index ofEconomic Freedom as the indicator 
of investment climate, because it covers more aspects relevant to the pri­
vate sector in wide number of countries related with economic growth and 
poverty reduction. 
Owing to Estonia's rapid economic development, a liberal taxation 
system and a favourable location, the country is at the heart of Europe's 
fastest growing market - the Baltic Sea Region, which has a population of 
over 90 million. Successive governments have·adhered to the principles of 
Estonia's economic success: a balanced state budget, a stable convertible 
currency pegged to the Euro (before 1 January 1999 to the Deutschmark) 
and liberal trade and investment laws. The Wall Street Journal and Heri­
tage Foundation's Index ofEconomic Freedom 2008 ranks Estonia as one 
of the freest economies in the World - 1t hout of 162 countries. 
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Source: The Wall Street Journal and the Heritage Foundation 
, Estonia ranks 8th of 141 countries in the Economic Freedom ofthe 
World 2007. The annual report , was composed by the CATO Institute, 
Canada's Fraser Institute and more than 50 other institutes. Among the EU 
... 
countries, Estonia is second after the UK. GDP growth of 11.4 per cent in 
2006 places Estonia among the fastest growing economies in the region. 
The economy has grown by an average of about 9 per cent a year since 
2000. The continued growth of exports to western markets, integration 
with Nordic countries, institutional and regulatory reforms have laid a 
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. Our conclusion is: Countries that have the most economic freedom 
tend to have higher rates c:f long-term economic growth and are more 
s than'those that have less economic freedom, and countries with 
lowest levels of economic freedom also have the lowest standards of 
Key ingredient for growth is economic freedom. The evidence 
'. y shows that without an environment of economic freedom, growth 
I not take place. Economic freedom contains a number of components, 
lof which ~ust be in place for an economy to grow. An economy must 
ve a stable monetary system, secure private property rights, an impartial 
system, low taxes, minimal government, and low barriers to interna­
exchange. If any of these components are missing, an economy will 
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